goods was the major component of international transactions) restrictions on payments for goods. Liberalisation of trade in the GATT and now the WTO was complemented by the corresponding prohibitions in the Fund Agreement on exchange controls. Originally, Fund financial support was envisioned as enabling countries with balance of payments difficulties----on "current account"---to avoid the imposition of exchange restrictions.
Gradually, over time, this provision of funding by the IMF to countries with balance of payments difficulties became, at least to the public, the primary function of the Fund. (October 31, 2001 ). 4 The Fund was also under attack on a number of fronts for its alleged ineffectiveness, lack of transparency and "democratic deficit" in its governance. Hence the title of the Head 2004 article cited above in n. 1. See also the Fund's own document "Common Criticisms of the IMF: Some Responses" http://www.imf.org/external/np/exp/cerit/eng/crans.htm, last updated, May 30, 2006. In June,2004, a new Managing Director of the Fund, Rodrigo de Rato of Spain, was appointed and one of his first acts was to institute Fund wide study groups along with consultation with officials of member countries and other outsiders with a view to creating a "Medium -Term Strategy" (MTS) for the Fund. As Mr. de Rato said in a speech to the Aspen Institute in Rome: "The world is changing and the IMF needs to change with it. Twenty-first-century globalization, with massive movements of capital and abrupt shifts in comparative advantage, is presenting all countries and the global community with new challenges. The Fund must help our members meet these challenges, and it will need to adapt to do so. However, it has carried out this function in the past by sending teams annually to its member countries for review of the countries' economic policies under the Fund's powers of consultation under Article IV of the Bretton Woods Agreement. The MTS stressed the need to improve surveillance so as to increase the Fund's capacity to "address risks to economic stability stemming from payments imbalances, currency misalignments, and financial market disturbances." 10 Part of this improvement process has been to add to the bilateral consultation process a "new multilateral consultation to his questions in my own words. The answer to the first question is the openness of so-called "capital accounts". It will be remembered that in the opening of this paper, the term "on current account" was used. The term was used in connection with a description of balance of payments difficulties. What was meant was that if a country had a trade and services deficit, it purchased more than it sold and hence its "current account" was in deficit. Since its external payments had to be made in a currency acceptable to its sellers (usually not its own currency), it needed access to funds its sellers would accept.
In today's world, access to currencies that a country's sellers will accept is achieved through inward foreign investment or through external borrowing, either from a consortium of international banks or, today more likely, by the issuance of bonds on the international capital markets. Now a country's inward foreign investment is shown on the country's "capital account" as is its issuance of bonds. Equally, the sums its own citizens invest abroad (or the securities it buys for its own reserves, for example, China's holdings of U.S. Treasury bills) are shown on the "capital account". King makes the argument (I believe correctly) that what is important in terms of gauging a country's financial health is its "balance sheet", its external assets and liabilities. It is its balance sheet that the international underwriters of its bond issues on the capital markets will be looking at in determining how to price its bonds. That is why, as King points out, that emerging market and industrialized countries, even though they may be running large current account deficits, do not go to the Fund.
In King's words: "The single most important difference between the old world and today's world is that in the former the financial position of a country was captured by the size of its current account surplus or deficit; now the financial position is best measured by the size and composition of its national balance sheet." can be achieved by the Fund's own statement of its remit.
Interestingly, the piece then shifts back to King's own view of the governance issue and his thought that management should be given more independence. (King would have the Executive Board, in contradistinction to its present presence in D.C., meet only occasionally to review management's initiatives). But he has made his most important point: the focus of the Fund's surveillance should be not the domestic economic management of debtor countries, but on the economic policies of the systemically important countries and the consequent risks to the global financial system.
A tall order, but perhaps the Fund with its MTS can pull it off.
